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purposes and is exempt from State of California personal income taxes, (b) interest on the Series BT Bonds is treated as a preference item for
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MATURITIES, PRINCIPAL AMOUNTS, INTEREST RATES AND PRICES OR YIELDS

New Issue
$77,800,000 Veterans General Obligation Bonds Series BT (AMT)

$77,800,000 Serial Bonds
Maturity Date Principal Interest  Price or CUSIP Maturity Date Principal Interest  Price or CusIpP
(December 1) Amount Rate Yield Number (December 1) Amount Rate Yield Number
2005 $ 100,000 4.45% 100% 13062NAAS 2016 $17,285,000 5.375% 5.40% 13062NAM9S
2006 900,000 4.50 100 13062NAB3 2017 15,465,000 5.45 5.47 13062NAN7
2007 1,000,000 4.60 100 13062NACI1 2018 15,000 5.50 100 13062NAP2
2008 1,000,000 4.70 100 13062NAD9 2019 15,000 5.55 100 13062NAQO
2009 1,000,000 4.75 100 13062NAE7 2020 15,000 5.60 100 13062NARS8
2010 5,970,000 4.80 4.825 13062NAF4 2021 15,000 5.60 100 13062NAS6
2011 12,665,000 4.90 4.925 13062NAG2 2022 15,000 5.625 100 13062NAT4
2012 13,510,000 5.00 5.025 13062NAHO 2023 15,000 5.625 100 13062NAU1
2013 7,705,000 5.10 5.125 13062NAJ6 2024 15,000 5.65 100 13062NAV9
2014 100,000 5.20 5.225 13062NAK3 2025 15,000 5.65 100 13062NAW7
2015 100,000 5.30 5.325 13062NALLI 2026 880,000 5.65 100 13062NAXS5
(plus accrued interest on all Series BT Bonds from December 1, 2000)
New Issue
$37,600,000 Veterans General Obligation Bonds Series BU (Non-AMT)
$37,600,000 Serial Bonds
Maturity Date Principal Interest Price or CUSIP
(December 1) Amount Rate Yield Number
2005 $ 100,000 4.20% 100% 13062NAY3
2006 2,700,000 4.25 100 13062NAZ0
2007 6,900,000 4.35 100 13062NBA4
2008 100,000 4.45 100 13062NBB2
2009 13,000,000 4.50 100 13062NBCO
2010 6,000,000 4.60 100 13062NBD8
2011 100,000 4.70 100 13062NBE6
2012 100,000 4.80 100 13062NBF3
2013 6,800,000 4.875 100 13062NBG1
2014 1,500,000 5.00 100 13062NBH9
2015 100,000 5.10 100 13062NBIJ5
2016 100,000 5.20 100 13062NBK?2
2017 100,000 5.25 100 13062NBLO
(plus accrued interest on all Series BU Bonds from December 1, 2000)
Remarketing
$115,000,000 Veterans General Obligation Bonds Series BJ 11/12 (AMT)
$18,915,000 Serial Bonds
Maturity Date Principal Interest CusSsIP Maturity Date Principal Interest CUSIP
(December 1) Amount Rate Number (December 1) Amount Rate Number
2002 $40,000 4.25% 13062NBMS8 2010 $ 40,000 4.75% 13062NBV8
2003 40,000 4.30 13062NBN6 2011 2,460,000 4.85 13062NBW6
2004 40,000 4.35 13062NBP1 2012 2,865,000 4.95 13062NBX4
2005 40,000 445 13062NBQ9 2013 3,030,000 5.05 13062NBY2
2006 40,000 4.50 13062NBR7 2014 3,210,000 5.15 13062NBZ9
2007 40,000 4.55 13062NBSS 2015 3,395,000 5.25 13062NCA3
2008 40,000 4.65 13062NBT3 2016 3,595,000 5.35 13062NCB1
2009 40,000 4.70 13062NBUO

$7,850,000 5.50% Term Bonds due December 1, 2018, CUSIP No. 13062NCC9
$29,555,000 5.65% Term Bonds due December 1, 2024, CUSIP No. 13062NCD7
$58,680,000 5.70% Term Bonds due December 1, 2032, CUSIP No. 13062NCES

Price of all Series BJ 11/12 Bonds: 100%

(plus accrued interest from December 1, 2000 to and including December 18, 2000 at 3.60% and thereafter at the
respective rates set forth above)
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OFFICIAL STATEMENT

$230,400,000
STATE OF CALIFORNIA
VETERANS GENERAL OBLIGATION BONDS
New Issue Remarketing
$77,800,000 SERIES BT (AMT) $115,000,000 Series BJ 11/12 (AMT)
$37,600,000 SERIES BU (NON-AMT)

INTRODUCTION

This introduction is a brief summary of the terms of the State of California Veterans General
Obligation Bonds listed above (the "Offered Veterans G.O. Bonds") and a brief description of the
Official Statement, a full review should be made of the entire Official Statement. All statements
contained in this introduction are qualified in their entirety by reference to the entire Official
Statement. Summaries of provisions of the Constitution and other laws of the State of California or
of any other documents referred to in this Official Statement do not purport to be complete and such
summaries are qualified in their entirety by references to the complete provisions.

Description of the Offered Veterans G.O. Bonds

The issuance of veterans general obligation bonds ("Veterans G.O. Bonds") is authorized by
Bond Acts (defined below) approved by the voters of the State of California (the "State") and by
resolutions of the Veterans Finance Committee of 1943. The Offered Veterans G.O. Bonds are
authorized by specific Bond Acts and have been issued or are being issued to finance or refinance
obligations issued to provide funds for the financing of contracts ("Contracts of Purchase") for the
purchase of homes and farms for California military veterans under the Farm and Home Purchase
Program (the "Program") of the Department of Veterans Affairs of the State (the "Department"). A
portion of the Series BT Bonds and the Series BU Bonds is being issued to refund certain
outstanding Veterans G.O. Bonds and to reduce the Department's cost of borrowing. The balance of
the Series BT Bonds and the Series BU Bonds is being issued for the purpose of replacing and
refunding certain outstanding obligations of the State, thereby providing moneys to finance new
Contracts of Purchase between the Department and eligible veterans. The Series BJ 11/12 Bonds
(the "Series BJ Bonds") being remarketed are a portion of the State of California Veterans General
Obligation Bonds, Series BJ 5/6 (the "Series BJ 5/6 Bonds") remarketed in April 1999 as a
remarketing of Series BJ 1/2 originally issued on December 29, 1997. The Series BJ Bonds are
being remarketed with fixed interest rates to their respective maturities to new Bondholders in
connection with a mandatory tender on December 19, 2000 by existing Bondholders. The Series BJ
Bonds are being remarketed to provide funds to finance new Contracts of Purchase. See "THE
OFFERED VETERANS G.O. BONDS — Identification and Authorization of the Offered Veterans G.O.
Bonds."

The issuance and remarketing of the Offered Veterans G.O. Bonds and the anticipated
remarketing of $97,130,000 of the Department's Home Purchase Revenue Bonds, 1997 Series C, in
January 2001 are expected to result in moneys becoming available for new Contracts of Purchase.



See Exhibit 2 to APPENDIX B — "CERTAIN DEPARTMENT FINANCIAL INFORMATION AND OPERATING
DATA — Contracts Of Purchase — Amounts Expected To Be Available To Fund Contracts of
Purchase and Related Investments."

The Offered Veterans G.O. Bonds will be registered in the name of a nominee of The
Depository Trust Company ("DTC") which will act as securities depository for the Offered
Veterans G.O. Bonds. Purchases of beneficial interests in the Offered Veterans G.O. Bonds may be
in book-entry form only, in the principal amount of $5,000 or any integral multiple thereof.
Principal and interest are payable as specified on the front cover page and inside cover page of this
Official Statement.

Security and Sources of Payment for Veterans G.O. Bonds

The Offered Veterans G.O. Bonds are general obligations of the State to which the full faith
and credit of the State are pledged (see "AUTHORIZATION OF AND SECURITY FOR THE OFFERED
VETERANS G.O. BONDS — Security and Payment of Veterans G.O. Bonds" herein). Principal of and
interest on the Veterans G.O. Bonds are payable from moneys in the General Fund of the State
Treasury (the "General Fund") (see APPENDIX A — "THE STATE OF CALIFORNIA — State Finances —
The General Fund"), subject only to the prior application of moneys in the General Fund to the
support of the public school system and public institutions of higher education. The Bond Acts
authorizing the Offered Veterans G.O. Bonds provide that the State shall collect annually, in the
same manner and at the same time as it collects other State revenues, a sum sufficient, in addition to
the ordinary revenues of the State, to pay the principal of and interest on the Offered Veterans G.O.
Bonds. State law requires funds for the payment of debt service on the Offered Veterans G.O.
Bonds to be transferred to the General Fund from the Veterans Farm and Home Building Fund of
1943 (the "1943 Fund"). See "AUTHORIZATION OF AND SECURITY FOR THE OFFERED VETERANS
G.O. BonDs — Security and Payment of Veterans G.O. Bonds" and APPENDIX B — "THE
DEPARTMENT OF VETERANS AFFAIRS OF THE STATE OF CALIFORNIA, THE PROGRAM AND THE 1943
FUnD."

Redemption

The Offered Veterans G.O. Bonds are subject to optional and special redemption prior to
maturity. In addition, the Series BJ Bonds maturing on December 1, 2018, December 1, 2024 and
December 1, 2032, respectively, are subject to mandatory redemption at par prior to their stated
maturities, in part, from sinking fund payments made by the State. See "THE OFFERED VETERANS
G.O. BonDs — Redemption."

Information Related to this Official Statement

The information set forth herein has been obtained from official sources which are believed
to be reliable, but it is not guaranteed as to accuracy or completeness. The information and
expressions of opinion herein are subject to change without notice, and neither delivery of this
Official Statement nor any sale made hereunder shall, under any circumstances, create any



implication that there has been no change in the affairs of the State or the Department since the date
hereof.

All financial and other information presented in this Official Statement has been provided
by, respectively, the State or the Department from its records, except for information expressly
attributed to other sources. The presentation of information, including tables of receipts from taxes
and other revenues, is intended to show recent historic information and is not intended to indicate
future or continuing trends in the financial position or other affairs of, respectively, the State or the
Department. No representation is made that past experience, as it might be shown by financial and
other information, will necessarily continue or be repeated in the future.

This Official Statement is not to be construed as a contract with the purchasers of the
Offered Veterans G.O. Bonds. Statements contained in this Official Statement which involve
estimates, forecasts or matters of opinion, whether or not expressly so described herein, are intended
solely as such and are not to be construed as representations of facts.

This Official Statement does not constitute an offer to sell or the solicitation of an offer to
buy nor shall there be any sale of the Offered Veterans G.O. Bonds by any person in any
jurisdiction in which it is unlawful for such person to make such an offer, solicitation or sale.

No dealer, broker, salesperson or other person has been authorized by the State to give any
information or to make any representations other than those contained herein and, if given or made,
such other information or representations must not be relied upon as having been authorized by the
State.

IN CONNECTION WITH THIS OFFERING THE UNDERWRITERS MAY
OVERALLOT OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE
MARKET PRICES OF THE OFFERED VETERANS G.O. BONDS OFFERED HEREBY AT
LEVELS ABOVE THOSE WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET.
SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

Tax Matters

In the opinion of Hawkins, Delafield & Wood, Bond Counsel to the State ("Bond
Counsel"), under existing statutes and court decisions, assuming compliance by the State and the
Department with certain tax covenants described therein, (i) the interest on the Series BT and
Series BU Bonds is not included in gross income for federal income tax purposes pursuant to
Section 103 of the Internal Revenue Code of 1986, as amended, and such interest is exempt from
personal income taxes of the State of California under present State law, (ii) the interest on the
Series BT Bonds is treated as a preference item for purposes of calculating the federal individual
and corporate alternative minimum tax under the Internal Revenue Code of 1986, as amended,
and (iii) the interest on the Series BU Bonds is not treated as a preference item for purposes of
calculating the alternative minimum tax imposed under the Internal Revenue Code of 1986, as
amended, with respect to individuals and corporations; such interest, however, is included in the



adjusted current earnings of certain corporations for purposes of calculating the alternative
minimum tax imposed on such corporations.

Bond Counsel previously rendered to the State Treasurer on December 1, 1999 its
opinion that, under then-existing statutes and court decisions, assuming compliance by the State
and the Department with certain tax covenants described therein, (i) the interest on the Series BJ
Bonds was not included in gross income for federal income tax purposes pursuant to Section 103
of the Internal Revenue Code of 1986, as amended, and such interest was exempt from personal
income taxes of the State of California under State law current on the date of such opinion and
(ii) the interest on the Series BJ Bonds was treated as a specific preference item for purposes of
calculating the alternative minimum tax imposed under the Internal Revenue Code of 1986, as
amended, with respect to individuals and corporations. It is a condition to the remarketing of the
Series BJ Bonds that Bond Counsel deliver its opinion that the remarketing of the Series BJ
Bonds does not, in and of itself, adversely affect the exclusion of interest on the Series BJ Bonds
from gross income for federal income tax purposes. See "TAX MATTERS" below, APPENDIX E —
"CERTAIN FEDERAL TAX CODE REQUIREMENTS" and APPENDIX G — "LEGAL OPINIONS OF BOND
COUNSEL."

Continuing Disclosure

The State Treasurer, on behalf of the State, will provide annually to certain nationally
recognized municipal securities information repositories certain financial information and operating
data relating to the State for each Fiscal Year in which any Offered Veterans G.O. Bonds are
outstanding (the "Treasurer's Annual Report"), by not later than April 1 of the calendar year
following the end of such Fiscal Year, commencing with the report for the 1999-2000 Fiscal Year,
and to provide notices of the occurrence of certain other enumerated events if material. The
Secretary of the Department will provide annually to certain nationally recognized municipal
securities information repositories certain financial information and operating data relating to the
Program for each Fiscal Year in which any Offered Veterans G.O. Bonds are outstanding (the
"Department's Annual Report"), by not later than April 1 of the calendar year following the end of
such Fiscal Year, commencing with the report for the 1999-2000 Fiscal Year. The specific nature
of the information to be contained in the Treasurer's Annual Report and the Department's Annual
Report or the notices of material events and certain other terms of the continuing disclosure
obligations are summarized below under APPENDIX D — "SUMMARY OF CONTINUING DISCLOSURE
CERTIFICATES."

Neither the State Treasurer nor the Secretary of the Department has failed to comply, in any
material respect, with any "previous undertakings," as that term is used in Rule 15c¢2-12
promulgated under the Securities Exchange Act of 1934, as amended.

Additional Information
A variety of other information, including financial information, concerning the State is

available from State agencies, State agency publications and State agency websites. No such
information is a part of or incorporated into this Official Statement, except as expressly noted. Any



such information that is inconsistent with the information set forth in this Official Statement should
be disregarded. See APPENDIX A — "THE STATE OF CALIFORNIA — Financial Statements."

Questions regarding this Official Statement and the issuance or remarketing of these
securities may be addressed to the office of the Honorable Philip Angelides, Treasurer of the State
of California, P.O. Box 942809, Sacramento, California 94209-0001, telephone (800) 900-3873.
Questions regarding the Program should be addressed to the Bond Finance Division of the
Department of Veterans Affairs, P.O. Box 942895, Sacramento, California 94295-0001, telephone
(916) 653-2081.

AUTHORIZATION OF AND SECURITY FOR THE OFFERED VETERANS G.O. BONDS
Authorization

Each general obligation bond act authorizing the issuance of Veterans G.O. Bonds (each, a
"Bond Act") incorporates by reference the State General Obligation Bond Law (the "Law"), which
is set forth in Chapter 4 (commencing with Section 16720) of Part 3 of Division 4 of Title 2 of the
California Government Code. The Law provides a procedure for the authorization, sale, issuance,
use of proceeds, repayment and refunding of State general obligation bonds.

As of October 1, 2000, $176,835,000 of new issue Veterans G.O. Bonds are authorized but
not issued. The Offered Veterans G.O. Bonds will not use any portion of such $176,835,000
authorization. The Veterans’ Bond Act of 2000 authorizes the State to issue $500 million in
additional Veterans G.O. Bonds. See APPENDIX B — " THE DEPARTMENT OF VETERANS AFFAIRS
OF THE STATE OF CALIFORNIA, THE PROGRAM AND THE 1943 FUND — THE 1943 FUND — General".

Security and Payment of Veterans G.O. Bonds

The Veterans G.O. Bonds are general obligations of the State, payable in accordance with
the Bond Acts out of the General Fund. The full faith and credit of the State are pledged for the
punctual payment of principal of and interest on the Veterans G.O. Bonds. The Bond Acts provide
that the State shall collect annually in the same manner and at the same time as it collects other State
revenue an amount sufficient, in addition to the ordinary revenue of the State, to pay principal of
and interest on the Veterans G.O. Bonds. Each Bond Act also contains a continuing appropriation
from the General Fund of the sum annually necessary to pay principal of and interest on the
Veterans G.O. Bonds. Payment of principal, premium, if any, and interest on the Veterans G.O.
Bonds from the General Fund is subject only to the prior application of moneys in the General Fund
to the support of the public school system and public institutions of higher education.

The Department's principal fund is the 1943 Fund described in APPENDIX B -- "THE
DEPARTMENT OF VETERANS AFFAIRS OF THE STATE OF CALIFORNIA, THE PROGRAM AND THE 1943
FUND — THE 1943 FUND." The Military and Veterans Code of the State (the "Veterans Code"), of
which the Bond Acts are a part, requires that on the dates when funds are to be remitted to
bondowners for the payment of debt service on Veterans G.O. Bonds in each fiscal year, there shall
be transferred to the General Fund to pay the debt service on Veterans G.O. Bonds all of the money



in the 1943 Fund (but not in excess of the amount of debt service then due and payable). If the
money so transferred on the remittance dates is less than the debt service then due and payable, the
balance remaining unpaid is required by the Veterans Code to be transferred to the General Fund
out of the 1943 Fund as soon as it shall become available, together with interest thereon from the
remittance date until paid, at the same rate of interest as borne by the applicable Veterans G.O.
Bonds, compounded semiannually.

The Veterans Code does not grant any lien on the 1943 Fund or the moneys therein to the
holders of any Veterans G.O. Bonds. As of October 1, 2000, there were outstanding
$2,441,795,000 aggregate principal amount of Veterans G.O. Bonds. Outstanding Home Purchase
Revenue Bonds in the aggregate principal amount of $548,415,000 (as of October 1, 2000)
previously issued by the Department (the "Veterans Revenue Bonds" and, collectively with the
previously issued revenue bonds and any additional home purchase revenue bonds issued by the
Department in the future, the "Revenue Bonds") are and will be special obligations of the
Department payable solely from, and secured by a pledge of, an undivided interest in the assets of
the 1943 Fund (other than proceeds of Veterans G.O. Bonds or any amounts in any rebate account)
and any reserve accounts established for the benefit of Revenue Bonds. The Veterans Code
provides that this undivided interest in the 1943 Fund is secondary and subordinate to any interest or
right in the assets of the 1943 Fund of the people of the State and of the holders of the Veterans
G.O. Bonds (that is, the right to payment or reimbursements of debt service on Veterans G.O.
Bonds described in the preceding paragraph). If debt service payments to the General Fund are
current and all reimbursement of debt service payments with interest as described in the preceding
paragraph has been made, no holder or beneficial owner of Veterans G.O. Bonds has any right to
restrict disbursements by the Department from the 1943 Fund for any lawful purpose, including
payment of debt service on or redemptions and purchases of Revenue Bonds.

For additional information, see APPENDIX B — THE DEPARTMENT OF VETERANS AFFAIRS OF
THE STATE OF CALIFORNIA, THE PROGRAM AND THE 1943 FUND — THE 1943 FUND" and EXHIBIT 1 to
APPENDIX B — " FINANCIAL STATEMENTS OF THE 1943 FUND FOR FISCAL YEARS 2000 AND 1999
AND INDEPENDENT AUDITORS' REPORT."

THE OFFERED VETERANS G.O. BONDS

General

The Offered Veterans G.O. Bonds are or will be registered in the name of the nominee of
The Depository Trust Company ("DTC"), which will act as securities depository for the Offered
Veterans G.O. Bonds. Purchases of beneficial interests in the Offered Veterans G.O. Bonds may be
made in book-entry form only, in the principal amount of $5,000 or any integral multiple thereof.
See APPENDIX C — "BOOK-ENTRY SYSTEM."

The Offered Veterans G.O. Bonds are or will be dated the applicable dates and will mature
on the dates and in the amounts set forth on the inside cover page hereof. Interest on the Series BT
Bonds and the Series BU Bonds will accrue from December 1, 2000 at the respective rates shown
on the inside cover page of this Official Statement. Interest on the Series BJ Bonds will accrue from



December 1, 2000 to and including December 18, 2000 at 3.60% and thereafter at the respective
rates shown on the inside cover page of this Official Statement. Interest on the Offered Veterans
G.O. Bonds is payable on June 1 and December 1 in each year (each, an "Interest Payment Date")
commencing June 1, 2001 and shall be calculated on the basis of a 360-day year comprised of
twelve thirty-day months.

Principal and interest are payable directly to DTC by the State Treasurer. Upon receipt of
payments of principal and interest, DTC is to in turn remit such principal and interest to the
participants in DTC for disbursements to the beneficial owners of the Offered Veterans G.O. Bonds.
The record date for the payment of interest on the Offered Veterans G.O. Bonds is the close of
business on the 15th day of the month immediately preceding an Interest Payment Date, whether or
not the day is a business day.

In reading this Official Statement it should be understood that while the Offered Veterans
G.O. Bonds are in the Book-Entry-Only System, (i) all rights of ownership must be exercised
through DTC and the Book-Entry-Only System and (ii) notices that are to be given to registered
owners by the State will be given only to DTC.

Purpose

Under the Program, the Department acquires residential property to be sold to eligible
veterans under Contracts of Purchase between the Department and such veterans. Such acquisition
is financed principally with the proceeds of Veterans G.O. Bonds and the Department's Revenue
Bonds. A portion of the Series BT Bonds and the Series BU Bonds is being issued to refund
outstanding Veterans G.O. Bonds and to reduce the Department's cost of borrowing. The balance of
the Series BT Bonds and the Series BU Bonds is being issued for the purpose of replacing and
refunding certain outstanding obligations of the State, thereby providing moneys to finance new
Contracts of Purchase. The Series BJ Bonds being remarketed are a portion of the Series BJ 5/6
Bonds remarketed in April 1999 as a remarketing of Series BJ 1/2 originally issued on December
29, 1997. The Series BJ Bonds are being remarketed with fixed interest rates to their respective
maturities to new Bondholders in connection with a mandatory tender on December 19, 2000 by
existing Bondholders, to provide funds to finance new Contracts of Purchase. The remaining Series
BJ 5/6 Bonds will continue to bear interest at the annual rate of 3.60% until tendered and
remarketed or redeemed on June 1, 2001 or an earlier mandatory tender date. See EXHIBIT 2 to
APPENDIX B — "DEPARTMENT OF VETERANS AFFAIRS OF THE STATE OF CALIFORNIA, THE PROGRAM
AND THE 1943 FUND — Certain Department Financial Information and Operating Data — Contracts of
Purchase — Amounts Expected to be Available to Fund Contracts of Purchase and Related
Investments."



Identification and Authorization of the Offered Veterans G.O. Bonds

The Series BT Bonds are issued under three Bond Acts and the Series BU Bonds are
issued under two Bond Acts, authorized by the voters, as described below. The Series BJ Bonds
were issued under two Bond Acts, each authorized by the voters, as described below. See
APPENDIX A — "THE STATE OF CALIFORNIA — State Indebtedness."

Authorization

$16,315,000 principal amount of Veterans General Obligation Bonds, Series BT1 Bonds,
authorized under the Veterans Bond Act of 1986.

$29,210,000 principal amount of Veterans General Obligation Bonds, Series BT2 Bonds,
authorized under the Veterans Bond Act of 1988.

$32,275,000 principal amount of Veterans General Obligation Bonds, Series BT3 Bonds,
authorized under the Veterans Bond Act of 1990.

$7,000,000 principal amount of Veterans General Obligation Bonds, Series BU1 Bonds,
authorized under the Veterans Bond Act of 1980.

$30,600,000 principal amount of Veterans General Obligation Bonds, Series BU2 Bonds,
authorized under the Veterans Bond Act of 1988.

$26,680,000 principal amount of Veterans General Obligation Bonds, Series BJ11,
authorized under the Veterans Bond Act of 1988; and

$88,320,000 principal amount of Veterans General Obligation Bonds, Series BJ12,
authorized under the Veterans Bond Act of 1990.

Redemption
Sinking Fund Redemption

The Series BJ Bonds maturing on December 1, 2018, December 1, 2024 and December 1,
2032, respectively (the "Term Bonds"), are subject to redemption prior to their respective stated
maturity dates, in part, by lot, from sinking fund payments, at a redemption price of 100 percent of
the principal amount thereof, plus accrued interest to the date fixed for redemption, without
premium, on the respective dates and in the respective amounts shown below.



SINKING FUND REDEMPTION SCHEDULE

Series BJ Series BJ Series BJ
Bonds Maturing Bonds Maturing Bonds Maturing
December 1 December 1,2018 December 1, 2024 December 1, 2032
2014
2015
2016
2017 $3,810,000
2018 4,040,000t
2019 $4,255,000
2020 4,505,000
2021 4,765,000
2022 5,045,000
2023 5,340,000
2024 5,645,000+
2025 $5,975,000
2026 6,320,000
2027 6,685,000
2028 7,075,000
2029 7,485,000
2030 7,915,000
2031 8,370,000
2032 8,855,000+

¥ Maturity

If less than all of the Term Bonds of the same maturity date are purchased or called for
redemption (other than in satisfaction of sinking fund payments), the State Treasurer will credit the
principal amount of such Term Bonds that are so purchased or redeemed against applicable
remaining sinking fund payments relating to such Term Bonds (including the principal amounts due
on the respective maturity dates, as shown above), as requested by the Department.

Optional Redemption

The Series BJ Bonds maturing on December 1 of the years 2011 through and including 2016
are subject to optional redemption prior to their respective stated maturity dates, at the option of the
State upon request of the Department, in whole or in part (of any maturity and by lot within each
maturity), on any date on or after December 19, 2010 at the redemption prices stated below, plus
accrued interest to the date fixed for redemption:

Redemption Dates Redemption Price
(both dates inclusive) (as percentage of principal amount redeemed)
December 19, 2010 to December 18, 2011 101%
December 19, 2011 and thereafter 100%

The Series BJ Bonds maturing on December 1 of the years 2018, 2024 and 2032,
respectively, are subject to optional redemption prior to their respective stated maturity dates, at the



option of the State upon request of the Department, in whole or in part (of any maturity and by lot
within each maturity), on any date on or after December 19, 2006 at the redemption prices stated
below, plus accrued interest to the date fixed for redemption:

Redemption Dates Redemption Price
(both dates inclusive) (as percentage of principal amount redeemed)
December 19, 2006 to December 18, 2007 102%
December 19, 2007 to December 18, 2008 101%
December 19, 2008 and thereafter 100%

The Series BT Bonds and the Series BU Bonds maturing on or after December 1, 2006 are
subject to optional redemption prior to their respective stated maturity dates, at the option of the
State upon request of the Department, in whole or in part (of any maturity and by lot within each
maturity), on any date on or after December 1, 2005 at the redemption prices stated below, plus
accrued interest to the date fixed for redemption:

Redemption Dates Redemption Price
(both dates inclusive) (as percentage of principal amount redeemed)
December 1, 2005 to November 30, 2006 101%
December 1, 2006 and thereafter 100%

Special Redemption from Unexpended Proceeds

The Series BJ Bonds are subject to special redemption on any date prior to their respective
stated maturity dates, at the option of the State upon request of the Department, from moneys
deposited in the related GO Bond Series Proceeds Subaccount with respect to the Series BJ 11/12
Bonds on the date of issuance of such bonds that have not been applied to finance Contracts of
Purchase. Any such redemption may be in whole or in part (and of any maturity at the option of the
State upon request of the Department and by lot within such maturity), at the principal amount
thereof plus accrued interest to the date fixed for redemption, without premium.

Moneys are currently available through the issuance of Veterans G.O. Bonds and Revenue
Bonds to finance Contracts of Purchase, and additional moneys may become available to finance
Contracts of Purchase through the future issuances or remarketings of Revenue Bonds and Veterans
G.O. Bonds. Since the Department has full discretion, subject to eligibility requirements and the
requirements of the Internal Revenue Code of 1954, as amended, or the Internal Revenue Code of
1986, as amended, as applicable (collectively, the "Federal Tax Code"), in applying the proceeds of
all of these bonds to finance the Program, the proceeds of prior and future bonds may be used to
finance Contracts of Purchase before proceeds of the Offered Veterans G.O. Bonds. See APPENDIX
B — "THE DEPARTMENT OF VETERANS AFFAIRS OF THE STATE OF CALIFORNIA, THE PROGRAM AND
THE 1943 FUND — THE PROGRAM — Qualifying Veteran Status" and EXHIBIT 2 to APPENDIX B —
"THE DEPARTMENT OF VETERANS AFFAIRS OF THE STATE OF CALIFORNIA, THE PROGRAM AND THE
1943 FUND — CERTAIN DEPARTMENT FINANCIAL INFORMATION AND OPERATING DATA."



Special Redemption from Excess Revenues

The Offered Veterans G.O. Bonds are subject to special redemption on any date prior to
their respective stated maturity dates, at the option of the State upon request of the Department,
from Excess Revenues (as defined below) derived from any Veterans G.O. Bonds or any Revenue
Bonds. Any such redemption may be in whole or in part (and of any maturity at the option of the
State upon request of the Department and by lot within such maturity), at the principal amount
thereof plus accrued interest to the date fixed for redemption, without premium.

"Excess Revenues" means, as of any date of calculation, Revenues in excess of Accrued
Debt Service. Excess Revenues can include prepayments and repayments on Contracts of Purchase
funded by Revenue Bonds and Veterans G.O. Bonds, and also includes Revenues which had been
set aside to be recycled into new Contracts of Purchase. All payments on Contracts of Purchase are
deposited in the 1943 Fund and applied to pay or reimburse debt service on the Veterans G.O.
Bonds, to pay debt service on Revenue Bonds, to pay for mandatory redemptions of Veterans G.O.
Bonds and Revenue Bonds, to pay Program and Department expenses, and to pay certain insurance
claims. The Department, subject to applicable bond authorizing resolutions, may apply Excess
Revenues to redeem any Veterans G.O. Bonds or Revenue Bonds eligible for redemption. The
Department's decision to apply Excess Revenues to redeem bonds, to finance new Contracts of
Purchase, or for any other permitted purpose depends on many factors, including applicable bond
authorizing resolution requirements, demand for Contracts of Purchase, debt service cost savings,
investment earnings and Federal Tax Code requirements. See APPENDIX B — "THE DEPARTMENT OF
VETERANS AFFAIRS OF THE STATE OF CALIFORNIA, THE PROGRAM AND THE 1943 FUND — THE 1943
FUND — Excess Revenues."

Certain of the outstanding Veterans G.O. Bonds are not subject to redemption prior to
maturity. See EXHIBIT 2 TO APPENDIX B — "THE DEPARTMENT OF VETERANS AFFAIRS OF THE STATE
OF CALIFORNIA, THE PROGRAM AND THE 1943 FUND - CERTAIN DEPARTMENT FINANCIAL
INFORMATION AND OPERATING DATA."

Notice of Redemption

When redemption is required while the Offered Veterans G.O. Bonds are in book-entry only
form, the State Treasurer shall give notice of redemption by mailing copies of such notice only to
DTC (not to the beneficial owners of the Offered Veterans G.O. Bonds) not less than thirty or more
than sixty days prior to the date fixed for redemption. DTC, in turn, is to send the notice of
redemption to its participants for distribution to the beneficial owners of the Offered Veterans G.O.
Bonds. See APPENDIX C — "BOOK-ENTRY SYSTEM." The notice will state, among other things, that
the Offered Veterans G.O. Bonds or a designated portion thereof (in the case of redemption of an
Offered Veterans G.O. Bond in part but not in whole) are to be redeemed, the dated date of the
Offered Veterans G.O. Bonds, the redemption date, the Series and maturities of the Offered
Veterans G.O. Bonds to be redeemed and the redemption price. The notice will also state that after
the date fixed for redemption, no further interest will accrue on the principal of any Offered
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Veterans G.O. Bonds called for redemption. Notice of redemption will also be provided by mail to
certain financial services and securities depository services.

TAX MATTERS
Federal Tax Matters

The Series BJ Bonds are part of a single issue for federal income tax purposes with
certain outstanding Veterans G.O. Bonds and Revenue Bonds issued in 1997 and 1998 (the
"1997/1998 Tax Plan Bonds"). The requirements of applicable federal tax law must be satisfied
with respect to the Series BJ Bonds and all such other outstanding Veterans G.O. Bonds and
Revenue Bonds in order that interest on the Series BJ Bonds not be included in gross income for
federal income tax purposes retroactive to the date of issuance thereof. The Series BT and BU
Bonds are a separate and single issue for federal income tax purposes. The requirements of
applicable federal tax law must also be satisfied with respect to the Series BT and Series BU
Bonds in order that interest on the Series BT and Series BU Bonds not be included in gross
income for federal income tax purposes retroactive to the date of issuance thereof.

Requirements Imposed on the Offered Veterans G.O. Bonds by the Federal Tax Code

The Federal Tax Code contains the following loan eligibility requirements which are
applicable (with certain exceptions), in whole or in part, to Contracts of Purchase (or portions of
Contracts of Purchase) entered into with respect to properties acquired with amounts allocable to
qualified veterans' mortgage bonds and/or to qualified mortgage bonds. The Series BJ Bonds
and the other 1997/1998 Tax Plan Bonds that are Veterans G.O. Bonds, and the Series BT and
Series BU Bonds, are qualified veterans' mortgage bonds and not qualified mortgage bonds, and
the Revenue Bonds that are 1997/1998 Tax Plan Bonds are qualified mortgage bonds and not
qualified veterans' mortgage bonds.

The first general requirement of the Federal Tax Code which is applicable to qualified
veterans' mortgage bonds is that the aggregate amount that may be issued must not exceed the
volume limit based upon statutory formula. The Offered Veterans G.O. Bonds are in compliance
with such requirement. An annual volume limit is also imposed on the issuance of qualified
mortgage bonds.

The Federal Tax Code requires that the effective interest rate on mortgage loans financed
with the lendable proceeds of qualified mortgage bonds and qualified veterans' mortgage bonds
may not exceed the yield on the issue by more than 1.125% (1.50% for pre-Ullman bonds, as
defined in APPENDIX E) and that certain investment earnings on non-mortgage investments,
calculated based upon the extent such investment earnings exceed the amount that would have
been earned on such investments if the investments were invested at a yield equal to the yield on
the issue, be rebated to the United States or to veterans. The Department has covenanted to
comply with these requirements and has established procedures to determine the amount of
excess earnings, if any, that must be rebated to the United States or to veterans. See APPENDIX B
— "THE DEPARTMENT OF VETERANS AFFAIRS OF THE STATE OF CALIFORNIA, THE PROGRAM AND

12



THE 1943 FUND — THE PROGRAM — Contracts of Purchase" for discussions of provisions of the
Veterans Code which affect the Department's ability to establish and to change interest rates on
Contracts of Purchase.

The Federal Tax Code states that an issuer will be treated as meeting the arbitrage
restrictions on mortgage loans if it in good faith attempted to meet such requirement and any
failure to meet such requirement was due to inadvertent error after taking all reasonable steps to
comply with such requirement. See APPENDIX E — "CERTAIN FEDERAL TAX CODE
REQUIREMENTS."

Opinions of Bond Counsel

In the opinion of Bond Counsel (expected to be delivered in substantially the form set
forth with respect to the Series BT and BU Bonds in Appendix G), under existing statutes and
court decisions, (i) interest on the Series BT and Series BU Bonds is excluded from gross income
for federal income tax purposes pursuant to Section 103 of the Internal Revenue Code of 1986,
as amended, (ii) interest on the Series BT Bonds is treated as a preference item for purposes of
calculating the federal individual and corporate alternative minimum tax under the Internal
Revenue Code of 1986, as amended, and (iii) interest on the Series BU Bonds is not treated as a
preference item for purposes of calculating the federal individual and corporate alternative
minimum tax imposed under the Internal Revenue Code of 1986, as amended; such interest,
however, is included in the adjusted current earnings of certain corporations for purposes of
calculating the alternative minimum tax imposed on such corporations.

Bond Counsel previously delivered to the State Treasurer on December 1, 1999 its
opinion (the form of which is set forth in Appendix G) that under then-existing statutes and court
decisions, (i) interest on the Series BJ Bonds was excluded from gross income for federal income
tax purposes pursuant to Section 103 of the Internal Revenue Code of 1986, as amended, and (ii)
interest on the Series BJ Bonds was a specific preference item for purposes of calculating the
federal individual and corporate alternative minimum taxes. It is a condition to the remarketing
of the Series BJ Bonds that Bond Counsel deliver its opinion (the proposed form of which is set
forth in Appendix G hereto) that the remarketing of the Series BJ Bonds does not, in and of
itself, adversely affect the exclusion of interest on the 1997/1998 Tax Plan Bonds from gross
income for federal income tax purposes.

In rendering the foregoing opinions, Bond Counsel has assumed and continues to assume
compliance by the State and the Department with and enforcement by the State and the
Department of the documents authorizing the issuance of, respectively, the 1997/1998 Tax Plan
Bonds and the Series BU and BT Bonds, and the applicable Program Documents. Bond Counsel
has expressed and expresses no opinion as to the exclusion from gross income of interest on any
Offered Veterans G.O. Bonds subsequent to any date on which action is taken pursuant to (i)
with respect to the Series BJ Bonds, the documents authorizing the issuance of the 1997/1998
Tax Plan Bonds, and (ii) with respect to the Series BT and Series BU Bonds, the documents
authorizing the issuance of the Series BT and Series BU Bonds, for which action such documents
related to such respective Series require a legal opinion to the effect that taking such action will
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not adversely affect such exclusion, unless such firm delivers an opinion as of such date to such
effect.

Original Issue Discount

"Original issue discount" (OID") is the excess of the sum of all amounts payable at the
stated maturity of an Offered Veterans G.O. Bond (excluding certain "qualified stated interest"
that is unconditionally payable at least annually at prescribed rates) over the issue price of that
maturity. In general, the "issue price" of a maturity means the first price at which a substantial
amount of the Offered Veterans G.O. Bonds of that maturity was sold (excluding sales to bonds
houses, brokers, or similar persons acting in the capacity as underwriters, placement agents, or
wholesalers). In general, the issue price for each maturity of Offered Veterans G.O. Bonds is
expected to be the initial public offering price set forth on the inside cover page of this Official
Statement.

Bond Counsel further is of the opinion that, for any Offered Veterans G.O. Bonds having
OID (a "Discount Bond"), OID that has accrued and is properly allocable to the owners of the
Discount Bonds under Section 1288 of the Code is excludable from gross income for federal
income tax purposes to the same extent as other interest on the Offered Veterans G.O. Bonds.

In general, under Section 1288 of the Code, OID on a Discount Bond accrues under a
constant yield method, based on periodic compounding of interest over prescribed accrual
periods using a compounding rate determined by reference to the yield on that Discount Bond.
An owner's adjusted basis in a Discount Bond is increased by accrued OID for purposes of
determining gain or loss on sale, exchange, or other disposition of such Offered Veterans G.O.
Bond. Accrued OID may be taken into account as an increase in the amount of tax-exempt
income received or deemed to have been received for purposes of determining various other tax
consequences of owning a Discount Bond even though there will not be a corresponding cash

payment.

Owners of Discount Bonds should consult their own tax advisors with respect to the
treatment of original issue discount for Federal income tax purposes, including various special
rules relating thereto, and the state and local tax consequences of acquiring, holding, and
disposing of Discount Bonds.

Certain Additional Federal Tax Consequences

The following is a brief discussion of certain federal income tax matters with respect to
the Offered Veterans G.O. Bonds under existing statutes. It does not purport to deal with all
aspects of federal taxation that may be relevant to a particular owner of an Offered Veterans
G.O. Bond. Prospective investors, particularly those who may be subject to special rules, are
advised to consult their own tax advisors regarding the federal tax consequences of owning and
disposing of the Offered Veterans G.O. Bonds.



As noted above, interest on the Series BJ Bonds and the Series BT Bonds is, and interest
on the Series BU Bonds is not, a preference item in determining the tax liability of individuals,
corporations, and other taxpayers subject to the alternative minimum tax imposed by Section 55
of the Internal Revenue Code of 1986, as amended. Interest on the Offered Veterans G.O. Bonds
must also be taken into account in determining the tax liability of foreign corporations subject to
the branch profits tax imposed by Section 884 of the Internal Revenue Code of 1986, as
amended.

Owners of Offered Veterans G.O. Bonds should be aware that the ownership of such
obligations may result in collateral federal income tax consequences to various categories of
persons, such as corporations (including S corporations and certain foreign corporations),
financial institutions, property and casualty insurance companies, individual recipients of Social
Security or Railroad Retirement benefits, and individuals otherwise eligible for the earned
income tax credit and to taxpayers deemed to have incurred or continued indebtedness to
purchase or carry obligations the interest on which is not included in gross income for federal
income tax purposes.

Legislation affecting municipal bonds is frequently considered by the United States
Congress. There can be no assurance that legislation enacted or proposed after the date of
issuance of the Offered Veterans G.O. Bonds will not have an adverse effect on the tax-exempt
status or market price of the Offered Veterans G.O. Bonds.

State Tax Matters

In the opinion of Bond Counsel rendered with respect to the Series BJ Bonds on
December 1, 1999, and to be rendered with respect to the Series BT and Series BU Bonds on the
date of delivery thereof, interest on the Offered Veterans G.O. Bonds is exempt from personal
income taxes of the State of California under State law in effect on the respective dates of such
opinions. Complete copies of the opinion previously rendered with respect to the Series BJ
Bonds and the proposed form of opinion to be rendered with respect to the Series BT and Series
BU Bonds are contained in Appendix G. ‘

LEGAL OPINIONS

On December 29, 1997, the Attorney General of the State of California rendered an
approving opinion as to the validity of the Series BJ Bonds to the effect that the State had lawful
authority for the issuance of Series BJ Bonds, that the Series BJ Bonds constituted the valid and
legally binding general obligations of the State payable from the General Fund of the State and
that the full faith and credit of the State was pledged to the punctual payment of principal of and
interest on the Series BJ Bonds. That opinion speaks only as of its date and does not address any
remarketings of any Series BJ Bonds of any numerical designation, including this remarketing of
Series BJ 11/12 Bonds. The proposed form of the opinion of the Attorney General of the State
of California as to the validity of the Series BT Bonds and the Series BU Bonds, is included in
Appendix F. Hawkins, Delafield and Wood rendered an opinion as to the validity of the Series
BJ Bonds on December 1, 1999 and the treatment of interest thereon for federal income tax
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purposes. A copy of such opinion, the proposed form of the opinion of Bond Counsel as to the
effect of the remarketing of the Series BJ Bonds on such treatment of interest for federal income
tax purposes and the proposed form of the opinion of Bond Counsel as to the validity of the
Series BT Bonds and the Series BU Bonds and treatment of interest thereon for federal income
tax purposes, are included in Appendix G.

The Attorney General and Bond Counsel undertake no responsibility for the accuracy,
completeness or faimess of this Official Statement. Certain legal matters will be passed upon by
Quateman & Zidell LLP, Disclosure Counsel to the State and by Orrick, Herrington & Sutcliffe
LLP, Special Counsel to the State regarding Appendix A. Certain legal matters will be passed upon
for the Underwriters by their counsel, Kutak Rock LLP.

LITIGATION

There is not now pending or known to the Attorney General to be threatened any material
litigation seeking to prevent the remarketing or sale and delivery of the Offered Veterans G.O.
Bonds or questioning the validity of the Offered Veterans G.O. Bonds. As stated above, debt
service on the Veterans G.O. Bonds is a continuing appropriation in the Bond Acts. See
"AUTHORIZATION OF AND SECURITY FOR THE OFFERED VETERANS G.O. BONDS — Security and
Payment of Veterans G.O. Bonds." On June 24, 1998, plaintiffs in Howard Jarvis Taxpayers
Association et al. v. Kathleen Connell filed a complaint for certain declaratory and injunctive relief
challenging the authority of the State Controller to make payments from the State Treasury in the
absence of a state budget. On July 21, 1998, the Superior Court issued a preliminary injunction
prohibiting the State Controller from paying moneys from the State Treasury for fiscal year 1998-
99, with certain limited exceptions, in the absence of a state budget. The preliminary injunction,
among other things, prohibited the State Controller from making any payments pursuant to any
continuing appropriation. The State Controller and various other interested parties which had
intervened in the case appealed and requested that the appellate courts stay the preliminary
injunction. The Court of Appeal granted the requests and stayed the preliminary injunction pending
the Court of Appeal's decision on the merits of the appeal. The matters are now pending before the
Court of Appeal. Briefs have been submitted; no date has yet been set for oral argument. The
lawsuit did not specifically address the validity of the law or the continuing appropriations under the
Bond Acts. See APPENDIX A — "THE STATE OF CALIFORNIA — LITIGATION" for a detailed description
of the Jarvis litigation.

The Attorney General and Bond Counsel will render an opinion that the conclusion of the
Superior Court judge in the Jarvis case (which is now stayed pending appeal) questioning the
validity of continuing appropriations, if and to the extent it would apply to the payment of debt
service on the Offered Veterans G.O. Bonds, is without merit and that the California a>pellate
courts would hold that the appropriations for debt service on the Offered Veterans G.O. Bonds
contained in the Bond Acts are valid under the State Constitution and that the State Controller may
make payments pursuant to such appropriations. While there can be no assurance as to the outcome
of the litigation, the State believes that moneys will be available in due course on a timely basis to
make all future payments of debt service on the Offered Veterans G.O. Bonds.
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While at any given time, including the present, there are numerous civil actions pending
against the State, which could, if determined adversely to the State, affect the State's expenditures
and, in some cases, its revenues, the Attorney General is of the opinion that no pending actions are
likely to have a material adverse effect on the State's ability to pay principal and purchase price of,
premium, if any, and interest on the Offered Veterans G.O. Bonds when due.

See APPENDIX A — "THE STATE OF CALIFORNIA" and APPENDIX B — "THE DEPARTMENT OF
VETERANS AFFAIRS OF THE STATE OF CALIFORNIA, THE PROGRAM AND THE 1943 FUND — THE 1943
FUND — Debbs Litigation" for a discussion of certain litigation relating to the Department and the
1943 Fund.

UNDERWRITING

The Offered Veterans G.O. Bonds are being purchased and remarketed by the Underwriters
listed on the cover page. The Underwriters have jointly and severally agreed to purchase the
Offered Veterans G.O. Bonds for a purchase price of (i) $115,230,781.15 plus accrued interest, with
respect to the Series BT Bonds and the Series BU Bonds and (ii) par, plus accrued interest, with
respect to the Series BJ Bonds. In connection therewith the Department will pay a fee to the
Underwriters of (i) $723,317.26 with respect to the Series BT Bonds and the Series BU Bonds and
(i) $839,745.99 with respect to the Series BJ Bonds. The initial public offering prices of the
Offered Veterans G.O. Bonds may be changed from time to time by the Underwriters.

The purchase contracts relating to the Offered Veterans G.O. Bonds provide that (i) the
Underwriters will purchase all the Series BT and Series BU Bonds if any of the Series BT or Series
BU Bonds are purchased, (ii) the Underwriters will purchase all the Series BJ Bonds if any of the
Series BJ Bonds are purchased and (iii) the obligation to make such purchases is subject to certain
terms and conditions set forth in the applicable purchase contracts including, among others, the
approval of certain legal matters by counsel.

FINANCIAL STATEMENTS

Audited General Purpose Financial Statements of the State of California (the "Financial
Statements") are available for the Fiscal Year ended June 30, 1999. Such Financial Statements have
been filed with all of the Nationally Recognized Municipal Securities Information Repositories as
part of the Official Statement for State General Obligation Bonds sold previously during this year
and are incorporated by reference into this Official Statement. The Financial Statements are also
available through electronic means. See APPENDIX A — "THE STATE OF CALIFORNIA — FINANCIAL
STATEMENTS" for further information on how to obtain or view the Financial Statements.

Certain unaudited financial information for the twelve (12) months ended June 30, 2000, is
included as EXHIBIT 1 TO APPENDIX A. See APPENDIX A — "EXHIBIT 1 — STATE CONTROLLER'S
STATEMENT OF GENERAL FUND CASH RECEIPTS AND DISBURSEMENTS, July 1, 1999 — June 30, 2000

(Unaudited)."



INDEPENDENT AUDITORS

Attached as Exhibit 1 to Appendix B are the Financial Statements for the Veterans Farm and
Home Building Fund of 1943 for the years ended June 30, 2000 and 1999. These statements have
been audited by Deloitte & Touche LLP, independent auditors, as indicated in their report appearing
in Appendix B.

RATINGS

The Offered Veterans G.O. Bonds have received ratings of "Aa2" by Moody's Investors
Service, "AA" by Standard & Poor's Ratings Services, a division of The McGraw-Hill Companies,
Inc. and "AA" by Fitch. An explanation of the significance and status of such credit ratings may be
obtained from the rating agencies furnishing the same. There is no assurance that such ratings will
continue for any given period of time or that they will not be revised or withdrawn entirely by any
such rating agencies, if in their respective judgments, circumstances so warrant. A revision or
withdrawal of any such credit ratings could have an effect on the market price of the applicable
Offered Veterans G.O. Bonds. After the Offered Veterans G.O. Bonds are rated, the State Treasurer
intends to provide appropriate periodic credit information to the bond rating agencies to assist in
maintaining the ratings on the Offered Veterans G.O. Bonds.

ADDITIONAL INFORMATION

The purpose of this Official Statement is to supply information to prospective buyers of the
Offered Veterans G.O. Bonds. Public Resources Advisory Group has served as Pricing Advisor in
connection with the issuance and remarketing of the Offered Veterans G.O. Bonds.

All financial and statistical data contained herein have been taken or constructed from State
(including Department) records, except for information expressly attributed to other sources. The
presentation of information, including tables of receipts from taxes and other revenues, is intended
to show recent historic information and is not intended to indicate future or continuing trends in the
financial position or other affairs of the State, including the Department. No representation is made
that past experience, as it might be shown by such financial and other information, will necessarily
continue or be repeated in the future. Any statements made in this Official Statement involving
matters of opinion, projections or estimates, whether expressly stated or not, are set forth as such
and not as representations of fact.

STATE OF CALIFORNIA

By: /s/ Philip Angelides
Treasurer of the State of California
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THE STATE OF CALIFORNIA

Honorable Philip Angelides
Treasurer of the State of California
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OVERVIEW OF STATE GOVERNMENT
Organization of State Government

The State Constitution provides for three separate branches of government: the
legislative, the judicial and the executive. The Constitution guarantees the electorate the right to
make basic decisions, including amendments to the Constitution and local government charters.
In addition, the State voters may directly influence State government through the initiative,
referendum and recall processes.

California’s Legislature consists of a forty-member Senate and an eighty-member
Assembly. Assembly members are elected for two-year terms, and Senators are elected for four-
year terms. Assembly members are limited to three terms in office and Senators to two terms.
The Legislature meets almost year round for a two-year session. The Legislature employs the
Legislative Analyst, who provides reports on State finances, among other subjects. The Bureau of
State Audits, headed by the State Auditor, an independent office since 1993, has annually issued
an auditor’s report based on an examination of the General Purpose Financial Statements of the
State Controller, in accordance with generally accepted accounting principles.

The Governor is the chief executive officer of the State and is elected for a four-year
term. The Governor presents the annual budget and traditionally presents an annual package of
bills constituting a legislative program. In addition to the Governor, State law provides for seven
other statewide elected officials in the executive branch. The current elected statewide officials,
their party affiliation and the dates on which they were first elected, are as follows:

Office Name Party Affiliation First Elected
GOVEIMNOT ....c.eeiiiiieieeieeieeeeee Gray Davis Democrat 1998
Lieutenant GOVernor ...........ceccceveuene Cruz Bustamante Democrat 1998
Treasurer ........cccceceeveeneeneenvenieenens Philip Angelides Democrat 1998
Attorney General..........c..cccceevvenennene Bill Lockyer Democrat 1998
Controller.........coceveveniinenenceeneennes Kathleen Connell Democrat 1994
Secretary of State .........ccccevevuennennnne. Bill Jones Republican 1994
Superintendent of Public Instruction ~ Delaine Eastin Democrat 1994
Insurance Commissioner.................. Harry Low Democrat appointed

The current term for each office expires in January 2003. Persons elected to statewide
offices are limited to two terms in office.

The executive branch is principally administered through thirteen major agencies and
departments: Business, Transportation and Housing Agency, Child Development and Education
Agency, Environmental Protection Agency, Department of Finance, Department of Food and
Agriculture, Health and Human Services Agency, Department of Industrial Relations, Resources
Agency, State and Consumer Services Agency, Department of Veterans Affairs, Trade and
Commerce Agency, and Youth and Adult Correctional Agency. In addition, some state programs
are administered by boards and commissions, such as The Regents of the University of
California, Public Utilities Commission, Franchise Tax Board and California Transportation
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Commission, which have authority over many functions of state government with the power to
establish policy and promulgate regulations. The appointment of members of boards and
commissions is usually shared by the Legislature and the Governor, and often includes ex officio
members.

California has a comprehensive system of public higher education comprised of three
sectors: the University of California, the California State University System and California
Community Colleges. The University of California provides undergraduate, graduate and
professional degrees to students. Approximately 42,400 degrees were awarded in the 1998-99
school year. About 166,000 full-time students were enrolled at the nine UC campuses and the
Hastings College of Law in the 1999-2000 school year. The California State University System,
consisting of 23 campuses, provides undergraduate and graduate degrees to students.
Approximately 68,500 degrees were awarded in the 1998-99 school year. About 281,782 full-
time students were enrolled at the 23 campuses in the 1999-2000 school year. The third sector
consists of 107 campuses operated by 72 community college districts which provide associate
degrees and certificates. Approximately 92,000 associate degrees and certificates were awarded
in the 1998-99 school year. About 1.6 million students were enrolled in California’s community
colleges in the fall of 1999.

Employee Relations

In 1999-00, the State work force is estimated to be comprised of approximately 299,000
personnel years, of which approximately 96,000 personnel years represent employees of
institutions of higher education. Of the remaining 203,000 personnel years, approximately
150,000 are subject to collective bargaining and approximately 53,000 are excluded from
collective bargaining. The California State Employees’ Association (CSEA), represents 9 of the
21 collective bargaining units, or approximately 52 percent of those employees subject to
collective bargaining.

State law provides that state employees, defined as any civil service employee of the State
and teachers under the jurisdiction of the Department of Education or the Superintendent of
Public Instruction, and excluding certain other categories, have a right to form, join, and
participate in the activities of employee organizations for the purpose of representation on all
matters of employer-employee relations. The chosen employee organization has the right to
represent its members, except that once an employee organization is recognized as the exclusive
representative of a bargaining unit, only that organization may represent employees in that unit.

The scope of representation is limited to wages, hours, and other terms and conditions of
employment. Representatives of the Governor are required to meet and confer in good faith and
endeavor to reach agreement with the employee organization, and, if agreement is reached, to
prepare a memorandum of understanding (MOU) and present it to the Legislature for ratification.
The Governor and the recognized employee organization are authorized to agree mutually on the
appointment of a mediator for the purpose of settling any disputes between the parties, or either
party could request the Public Employment Relations Board to appoint a mediator.



The State ratified two-year MOUs effective July 1, 1999, with all twenty-one collective
bargaining units. The State has not experienced a major work stoppage in more than 20 years.

Employees’ Retirement Systems

The information below has been provided by the California Public Employees’
Retirement System (CalPERS) and the California State Teachers’ Retirement System (CalSTRS).

CalPERS and CalSTRS are two retirement systems administered by the State. The
pension liability for all the pension trust funds administered by CalPERS is determined in
accordance with Governmental Accounting Standards Board (GASB) Statement No. 25.
CalPERS’ and CalSTRS’ investments are reported at fair value, generally determined based on
published market prices, quotations from major investment firms, and other factors for assets
without a published market price.

CalPERS administers five defined benefit retirement plans: the Public Employees’
Retirement System (PERS), the Judges’ Retirement System, the Judges’ Retirement System II,
the Legislators’ Retirement System, and the Volunteer Firefighters’ Length of Service Award
Fund. CalPERS also administers two defined contribution plans, the State Peace Officers’ and
Firefighters’ Defined Contribution Plan and the Supplemental Contributions Program. CalPERS
also administers a deferred compensation plan — the CalPERS 457 Plan. CalPERS issues a
publicly available financial report that includes financial statements and required supplementary
information for these plans. This report may be obtained by writing to the California Public
Employees’ Retirement System, Central Supply, P.O. Box 942715, Sacramento, California
94229-2715.

CalPERS uses the accrual basis of accounting. Member contributions are recorded when
due. Employer contributions are recorded when due and the employer has made a formal
commitment to provide the contributions. Benefits and refunds are recognized when due in
accordance with the terms of each plan.

All State, classified school and participating local agency employees who work on a half
time or more basis are eligible to participate in PERS. Benefits are based on members’ years of
service, age, final compensation, and benefit formula as calculated under the applicable plans.
Vesting occurs after five or ten years depending on the plan. All plans provide death, disability,
and survivor benefits. The benefits provisions under each plan are established by statute.

Under the State Constitution, CalPERS has the authority to invest in stocks, bonds,
mortgages, real estate, and other prudent investments. CalPERS also holds investments in
futures and options and enters into forward foreign currency exchange contracts. CalPERS had
assets with a fair market value of $177.1 billion as of October 31, 2000.

PERS is administered by the Board of Administration of CalPERS. As of October 31,
2000, employers participating in PERS include approximately 2,500 local public agencies, and
all State agencies and universities. At October 31, 2000, PERS had approximately 355,690
retirees, survivors and beneficiaries receiving a monthly allowance and 863,781 active and
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inactive members. Information concerning the other four plans administered by CalPERS, which
are much smaller than PERS, is contained in the State’s audited financial statements. See
“Financial Statements” below.

Benefits are funded by contributions from members and the employers and earnings from
investments. Member and employer contributions are a percentage of the applicable member’s
compensation. The contribution from members is defined by law and based on the applicable
benefit formula. The employer contribution rates are determined by periodic actuarial valuations.
State contributions are paid quarterly and other employer contributions are paid monthly. The net
assets in excess of the total actuarial accrued liability of PERS relating to State employees was
$12.143 billion as of June 30, 1999. PERS had assets with a total actuarial value of $148.6
billion as of June 30, 1999.

CalSTRS administers the California State Teachers’ Retirement Fund (TRF), which is
comprised of one plan and two distinct benefit programs: a Defined Benefit (DB) Program as set
forth in Part 13 of the California Education Code and a Cash Balance (CB) Benefit Program as
set forth in Part 14 of the California Education Code. Together, Parts 13 and 14 are referred to as
the “Teachers’ Retirement Law.” CalSTRS also offers through a third party administrator a
defined contribution plan that meets the requirements of the Internal Revenue Code Section
403(b) and is open to any employee who is eligible to participate. CalSTRS issues a publicly
available financial report that includes financial statements and required supplementary
information on the plans. This report may be obtained from the California State Teachers’
Retirement System, Audits Division, 7667 Folsom Boulevard, 2nd Floor, Sacramento, California
95826.

CalSTRS uses the accrual basis of accounting. Member contributions are recognized in
the period in which the contributions are due. Employer and State contributions are recognized
when due and the employer or the State has made a formal commitment to provide the
contributions. Benefits are recognized when due and payable in accordance with the retirement
program. CalSTRS’ investments consist of government and corporate bonds, domestic and
international equities, limited partnership holdings, real estate, mortgages, and other investments.
At July 31, 2000, CalSTRS had reported assets of $112.087 billion.

CalSTRS administers the TRF, a cost sharing multiple-employer defined benefit
retirement plan that provides pension benefits to teachers and certain other employees of the
California public school system. Membership in the TRF is mandatory for all employees
meeting the eligibility requirements. The State Teachers’ Retirement Law establishes the
benefits for the TRF. At June 30, 1999, the TRF had approximately 1,160 contributing school
districts. At June 30, 1999, there were 471,332 plan members, and 161,457 benefit recipients.
The State is a nonemployer contributor to the TRF.

Benefits for the DB Program are funded under the TRF by contributions from members,
employers, the State, and earnings from investments. Member and employer contributions are a
percentage of applicable member earnings. The State Teachers’ Retirement Law governs
member rates (8 percent of the applicable member’s earnings), employer contribution rates (8.25
percent of the applicable member’s earnings), and the State’s contributions. The State’s



quarterly contribution to CalSTRS, commencing October 1, 1998, is set at 3.102 percent of the
total of the creditable compensation of the prior calendar year upon which members’
contributions are based, plus up to 1.5 percent of the total of the creditable compensation of the
prior calendar year upon which members' contributions are based, which is contributed until the
unfunded obligation and any normal cost deficit for the benefits in effect on July 1, 1990 is
eliminated. Currently there is no unfunded obligation or normal cost deficit. Therefore, no
contributions are being made for this purpose. For the year ended June 30, 1999, the excess of
actuarial value of assets over actuarial accrued liability for the TRF, was $3.652 billion and the
actuarial value of assets was $90.001 billion.

CalSTRS administers the CB Benefit Program as a separate defined benefit plan designed
for the employees of California public schools who are hired to perform creditable service for
less than 50 percent of the full time equivalent for the position. At June 30, 2000, the CB Benefit
Program had 23 employers participating, 9,277 contributing participants and assets of $10.6
million.

STATE INDEBTEDNESS
General

The State Treasurer is responsible for the sale of debt obligations of the State and its
various authorities and agencies. The State has always paid the principal of and interest on its
general obligation bonds, general obligation commercial paper, lease-purchase debt and short-
term obligations, including revenue anticipation notes and revenue anticipation warrants, when
due.

Capital Facilities Financing

General Obligation Bonds - The State Constitution prohibits the creation of general
obligation indebtedness of the State unless a bond law is approved by a majority of the electorate
voting at a general election or a direct primary. General obligation bond acts provide that debt
service on general obligation bonds shall be appropriated annually from the General Fund and all
debt service on general obligation bonds is paid from the General Fund. Under the State
Constitution, debt service on general obligation bonds is the second charge to the General Fund
after the application of moneys in the General Fund to the support of the public school system
and public institutions of higher education. See “State Finances — State Expenditures” below.
Certain general obligation bond programs receive revenues from sources other than the sale of
bonds or the investment of bond proceeds.

As of October 1, 2000, the State had outstanding $21,474,186,000 aggregate principal
amount of long-term general obligation bonds, and unused voter authorizations for the future
issuance of $13,965,749,000 of long-term general obligation bonds. This latter figure consists of
$6,322,434,000 of authorized commercial paper notes, described below (of which
$1,025,147,707 was outstanding), which had not yet been refunded by general obligation bonds,
and $7,643,315,000 of other authorized but unissued general obligation debt (including the most
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recent voter authorizations). See the table “Authorized and Outstanding General Obligation
Bonds” under “State Debt Tables” following page A-42.

The General Obligation Bond Law permits the State to issue as variable rate
indebtedness, up to 20 percent of the aggregate amount of long-term general obligation bonds
outstanding. As of October 1, 2000, there was no variable rate indebtedness outstanding;
however, the State plans to issue such indebtedness in the future.

At the March 7, 2000 election, voters approved four bond acts, totaling $4.470 billion in
new authorizations and rejected one bond act for $220 million. One bond authorization totaling
$500 million, for veterans’ housing, was approved on the November 7, 2000 ballot.

Commercial Paper Program - Pursuant to legislation enacted in 1995, voter approved
general obligation indebtedness may be issued either as long-term bonds, or, for some but not all
bond acts, as commercial paper notes. Commercial paper notes may be renewed or may be
refunded by the issuance of long-term bonds. The State issues long-term general obligation
bonds from time to time to retire its general obligation commercial paper notes. Pursuant to the
terms of the bank credit agreement presently in effect supporting the general obligation
commercial paper program, not more than $1.5 billion of general obligation commercial paper
notes may be outstanding at any time; this amount may be increased or decreased in the future.
Commercial paper notes are deemed issued upon authorization by the respective Finance
Committees, whether or not such notes are actually issued. As of October 1, 2000, the Finance
Committees had authorized the issuance of up to $6,322,434,000 of commercial paper notes; as
of that date $1,025,147,707 aggregate principal amount of general obligation commercial paper
notes was outstanding.

Lease-Purchase Debt - In addition to general obligation bonds, the State builds and
acquires capital facilities through the use of lease-purchase borrowing.  Under these
arrangements, the State Public Works Board, another State or local agency or a joint powers
authority issues bonds to pay for the construction of facilities such as office buildings, university
buildings or correctional institutions. These facilities are leased to a State agency or the
University of California under a long-term lease which provides the source of payment of the
debt service on the lease-purchase bonds. In some cases, there is not a separate bond issue, but a
trustee directly creates certificates of participation in the State’s lease obligation, which are
marketed to investors. Under applicable court decisions, such lease arrangements do not
constitute the creation of “indebtedness” within the meaning of the Constitutional provisions
which require voter approval. For purposes of this section of the Official Statement and the
tables following, “lease-purchase debt” or “lease-purchase financing” means principally bonds or
certificates of participation for capital facilities where the rental payments providing the security
are a direct or indirect charge against the General Fund and also includes revenue bonds for a
State energy efficiency program secured by payments made by various State agencies under
energy service contracts. Certain of the lease-purchase financings are supported by special funds
rather than the General Fund (see “State Finances--Sources of Tax Revenue”). The table does
not include equipment leases or leases which were not sold, directly or indirectly, to the public
capital market. The State had $6,577,055,414 General Fund-supported lease-purchase debt
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outstanding at October 1, 2000. The State Public Works Board, which is authorized to sell lease
revenue bonds, had $2,355,808,000 authorized and unissued as of October 1, 2000.

Non-Recourse Debt - Certain State agencies and authorities issue revenue obligations for
which the General Fund has no liability. Revenue bonds represent obligations payable from
State revenue-producing enterprises and projects, which are not payable from the General Fund,
and conduit obligations payable only from revenues paid by private users of facilities financed by
the revenue bonds. The enterprises and projects include transportation projects, various public
works projects, public and private educational facilities (including the California State University
and University of California systems), housing, health facilities and pollution control facilities.
There are 17 agencies and authorities authorized to issue revenue obligations (excluding lease-
purchase debt). State agencies and authorities had $27,337,545,457 aggregate principal amount
of revenue bonds and notes which are non-recourse to the General Fund outstanding as of
June 30, 2000, as further described in the table “State Agency Revenue Bonds and Conduit
Financing” under “State Debt Tables” following page A-42.

Detailed tables showing the State’s long-term debt appear after page A-42.

Cash Flow Borrowings

As part of its cash management program, the State has regularly issued short-term
obligations to meet cash flow needs. The following table shows the amount of revenue
anticipation notes (“Notes™) issued over the past five fiscal years. See “Prior Fiscal Years’
Financial Results” and “Current State Budget” on pages A-24 and A-25, below. The State does
not plan to issue revenue anticipation notes for the 2000-01 fiscal year.

State of California Revenue Anticipation Notes Issued
Fiscal Years 1995-96 to 1999-2000

Principal

Amount Date of
Fiscal Year Type (Billions) Issue Maturity Date
1995-1996 Notes $2.0 April 25, 1996 June 28, 1996
1996-1997 Notes Series A-C 3.0 August 6, 1996 June 30, 1997
1997-1998 Notes 3.0 September 9, 1997 June 30, 1998
1998-1999 Notes 1.7 October 1, 1998 June 30, 1999
1999-2000 Notes Series A-B 1.0 October 1, 1999 June 30, 2000

SOURCE: State of California, Office of the Treasurer.

STATE FINANCES

The Budget Process

The State’s fiscal year begins on July 1 and ends on June 30. The State operates on a
budget basis, using a modified accrual system of accounting, with revenues credited in the period
in which they are measurable and available and expenditures debited in the period in which the
corresponding liabilities are incurred.
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The annual budget is proposed by the Governor by January 10 of each year for the next
fiscal year (the “Governor’s Budget”). Under state law, the annual proposed Governor’s Budget
cannot provide for projected expenditures in excess of projected revenues and balances available
from prior fiscal years. Following the submission of the Governor’s Budget, the Legislature
takes up the proposal.

Under the State Constitution, money may be drawn from the Treasury only through an
appropriation made by law. The primary source of the annual expenditure authorizations is the
Budget Act as approved by the Legislature and signed by the Governor. The Budget Act must be
approved by a two-thirds majority vote of each House of the Legislature. The Governor may
reduce or eliminate specific line items in the Budget Act or any other appropriations bill without
vetoing the entire bill. Such individual line-item vetoes are subject to override by a two-thirds
majority vote of each House of the Legislature.

Appropriations also may be included in legislation other than the Budget Act. Bills
containing appropriations (except for K-14 education) must be approved by a two-thirds majority
vote in each House of the Legislature and be signed by the Governor. Bills containing K-14
education appropriations only require a simple majority vote. Continuing appropriations,
available without regard to fiscal year, may also be provided by statute or the State Constitution.
There is litigation pending concerning the validity of such continuing appropriations. See
“Litigation” below.

Funds necessary to meet an appropriation need not be in the State Treasury at the time
such appropriation is enacted; revenues may be appropriated in anticipation of their receipt.

The General Fund

The moneys of the State are segregated into the General Fund and over 900 special funds,
including bond, trust and pension funds. The General Fund consists of revenues received by the
State Treasury and not required by law to be credited to any other fund, as well as earnings from
the investment of state moneys not allocable to another fund. The General Fund is the principal
operating fund for the majority of governmental activities and is the depository of most of the
major revenue sources of the State. For additional financial data relating to the General Fund,
see Exhibit 1 to this Appendix A. The General Fund may be expended as a consequence of
appropriation measures enacted by the Legislature and approved by the Governor, as well as
appropriations pursuant to various constitutional authorizations and initiative statutes.

The Special Fund for Economic Uncertainties

The Special Fund for Economic Uncertainties (“SFEU”) is funded with General Fund
revenues and was established to protect the State from unforeseen revenue reductions and/or
unanticipated expenditure increases. Amounts in the SFEU may be transferred by the State
Controller as necessary to meet cash needs of the General Fund. The State Controller is required
to return moneys so transferred without payment of interest as soon as there are sufficient
moneys in the General Fund.
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The legislation creating the SFEU (Government Code §16418) contains a continuous
appropriation from the General Fund authorizing the State Controller to transfer to the SFEU, as
of the end of each fiscal year, the lesser of (i) the unencumbered balance in the General Fund and
(ii) the difference between the State’s “appropriations subject to limitation” for the fiscal year
then ended and its “appropriations limit” as defined in Section 8 of Article XIII B of the State
Constitution and established in the Budget Act for that fiscal year, as jointly estimated by the
State’s Legislative Analyst’s Office and the Department of Finance. For a further description of
Article XIII B, see “State Appropriations Limit” below. In certain circumstances, moneys in the
SFEU may be used in connection with disaster relief.

For budgeting and accounting purposes, any appropriation made from the SFEU is
deemed an appropriation from the General Fund. For year-end reporting purposes, the State
Controller is required to add the balance in the SFEU to the balance in the General Fund so as to
show the total moneys then available for General Fund purposes.

In the 2000 Budget Act, signed on June 30, 2000, the Department of Finance projected
the SFEU will have a balance of about $1.781 billion at June 30, 2001. See “Current State
Budget” below. The SFEU projection reflects the enactment of the Budget Act on June 30, 2000.
This figure is based on the latest projections of revenues and expenditures in the 2000 Budget
Act and trailer bills at that point in time. As in any year, the Budget Act and related trailer bills
are not the only pieces of legislation which appropriate funds. Other factors including re-
estimates of revenues and expenditures, existing statutory requirements, and additional
legislation introduced and passed by the Legislature may impact the reserve amount.

Inter-Fund Borrowings

Inter-fund borrowing is used to meet temporary imbalances of receipts and disbursements
in the General Fund. As of June 30, 2000, the General Fund had no outstanding loans from the
SFEU, General Fund special accounts or other special funds.

In the event the General Fund is or will be exhausted, the State Controller is required to
notify the Governor and the Pooled Money Investment Board (the “PMIB,” consisting of the
State Director of Finance, the State Treasurer and the State Controller). The Governor may then
order the State Controller to direct the transfer of all or any part of the moneys not needed in
special funds to the General Fund from such special funds, as determined by the PMIB. All
money so transferred must be returned to the special fund from which it was transferred as soon
as there is sufficient money in the General Fund to do so. Transfers cannot be made from a
special fund which will interfere with the objective for which such special fund was created, or
from certain specific funds. When moneys transferred to the General Fund in any fiscal year
from any special fund pursuant to the inter-fund borrowing mechanism exceed ten percent of the
total additions as shown in the statement of operations of the preceding fiscal year as set forth in
the Budgetary (Legal Basis) annual report of the State Controller, interest must be paid on such
excess at a rate determined by the PMIB to be the current earning rate of the Pooled Money
Investment Account.
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Although any determination of whether a proposed borrowing from one of the special
funds is permissible, any such determination must be made with regard to the facts and
circumstances existing at the time of the proposed borrowing. The Attorney General of the State
has identified certain criteria relevant to such a determination. For instance, amounts in the
special funds eligible for inter-fund borrowings are legally available to be transferred to the
General Fund if a reasonable estimate of expected General Fund revenues, based upon legislation
already enacted, indicates that such transfers can be paid from the General Fund promptly if
needed by the special funds or within a short period of time if not needed. In determining
whether this requirement has been met, the Attorney General has stated that consideration may be
given to the fact that General Fund revenues are projected to exceed expenditures entitled to a
higher priority than payment of internal transfers, i.e., expenditures for the support of the public
school system and public institutions of higher education and the payment of debt service on
general obligation bonds of the State.

At the November 1998 election voters approved Proposition 2. This proposition requires
the General Fund to repay loans made from certain transportation special accounts (such as the
State Highway Account) at least once per fiscal year, or up to 30 days after adoption of the
annual budget act. Since the General Fund may reborrow from the transportation accounts soon
after the annual repayment is made, the proposition is not expected to have any adverse impact
on the State’s cash flow.

The following chart shows General Fund internal borrowable resources on June 30 of
each of the fiscal years 1996-97 through 1999-2000 and estimates for 2000-01:

General Fund Internal Borrowable Resources

(Cash Basis)
(Millions) ,
June 30
1997 1998 1999 2000 2001*

Available Internal Borrowable Resources $6,242.2 $6,866.8 $8,720.0 $9,427.2 $12,341.1
Outstanding Loans

From Special Fund for Economic Uncertainties 281.2 -0- -0- -0- 2377

From Special Funds and Accounts 909.2 -0- -0- -0- -0-

Total Outstanding Internal Loans 1,190.4 -0- -0- -0- 2377

Unused Internal Borrowable Resources $5051.8  $6,866.8 $8,720.0  $9.4272  $12,103.4
*Estimated

SOURCE: State of California, Office of the State Controller and State of California, Department of Finance.
Information for the fiscal years ended June 30, 1997 through June 30, 2000 are actual figures. For the fiscal year
ending June 30, 2001, these figures were estimated as of August 29, 2000, by the Department of Finance.
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Investment of Funds

Moneys on deposit in the State’s Centralized Treasury System are invested by the
Treasurer in the Pooled Money Investment Account (the “PMIA”). As of September 30, 2000,
the PMIA held approximately $30.46 billion of State moneys, and $12.26 billion of moneys
invested for about 2,815 local governmental entities through the Local Agency Investment Fund
(“LAIF”). The assets of the PMIA as of September 30, 2000, are shown in the following table:

Analysis of the Pooled Money Investment Account Portfolio*

Type of Security Amount (Millions) Percent of Total
U.S. Treasury Bills and Notes $6,074 14.2%
Commercial Paper (corporate) 8,274 19.4
Certificates of Deposits 7,119 16.7
Corporate Bonds 2,498 5.8
Federal Agency Securities 12,346 28.9
Bankers Acceptances 36 0.1
Bank Notes 1,290 3.0
Loans Per Government Code 2,550 6.0
Time Deposits 4,037 9.4
Repurchases 0 0.0
Reverse Repurchases (1,504) 3.5)
$42,724 100%

*Totals may not add due to rounding.
SOURCE: State of California, Office of the Treasurer.

The State’s treasury operations are managed in compliance with the California
Government Code and according to a statement of investment policy which sets forth permitted
investment vehicles, liquidity parameters and maximum maturity of investments. The PMIA
operates with the oversight of the PMIB (consisting of the State Treasurer, the State Controller
and the Director of Finance). The LAIF portion of the PMIA operates with the oversight of the
Local Agency Investment Advisory Board (consisting of the State Treasurer and four other
appointed members).

The Treasurer does not invest in leveraged products or inverse floating rate securities.
The investment policy permits the use of reverse repurchase agreements subject to limits of no
more than 10 percent of the PMIA. All reverse repurchase agreements are cash matched either to
the maturity of the reinvestment or an adequately positive cash flow date which is approximate to
the maturity of the reinvestment.

The average life of the investment portfolio of the PMIA as of September 30, 2000 was
192 days.

A-11



Welfare Reform

The Personal Responsibility and Work Opportunity Reconciliation Act of 1996 (P.L. 104-
193, the “Law”) has fundamentally reformed the nation’s welfare system. Among its many
provisions, the Law includes: (i) conversion of Aid to Families with Dependent Children from
an entitlement program to a block grant titled Temporary Assistance for Needy Families (TANF),
with lifetime time limits on TANF recipients, work requirements and other changes;
(ii) provisions denying certain federal welfare and public benefits to legal noncitizens (this
provision has been amended by subsequent federal law), allowing states to elect to deny
additional benefits (including TANF) to legal noncitizens, and generally denying almost all
benefits to illegal immigrants; and (iii) changes in the Food Stamp program, including reducing
maximum benefits and imposing work requirements. The block grant formula under the Law is
operative through federal fiscal year 2002.

California’s response to the federal welfare reforms is embodied in Chapter 270, Statutes
of 1997. This basic state welfare program, called California Work Opportunity and
Responsibility to Kids (“CalWORKSs”), replaced the former Aid to Families with Dependent
Children (AFDC) and Greater Avenues to Independence (GAIN) programs, effective January 1,
1998. Consistent with the federal law, CalWORKSs contains time limits on receipt of welfare aid,
both lifetime as well as for any current period on aid. The centerpiece of CalWORKSs is the
linkage of eligibility to work participation requirements. Administration of the CalWORKs
program is largely at the county level, and the counties receive financial incentives for success in
this program. Counties have been successful in earning performance incentive payments and
have earned amounts in excess of the available appropriation for 1998-99 and, it is estimated, for
1999-00 as well. As a result, the incentive structure has been modified beginning in 2000-01 to
ensure sufficient funding for other CalWORKSs program demands in the future. The Budget Act
of 2000 includes $250 million for performance incentive payments to counties, an amount that
will be applied first to pay prior year incentive claims from countles No appropriation is
included for new county incentive earnings in 2000-01.

To date, the implementation of the CalWORKSs program has continued the trend of
declining welfare caseloads. The CalWORKSs caseload is projected to be 541,000 in 2000-01,
down from 579,000 cases in 1999-00 and down from a high of 921,000 cases in 1994-95. The
longer-term impact of the new federal law and CalWORKSs is being evaluated by the RAND
Corporation, with a series of reports to be furnished and the final report due October 2001.

The 2000-01 CalWORKs budget reflects California’s success in meeting the federally-
mandated work participation requirements for federal fiscal years 1998 and 1999. With that goal
being met, the federally-imposed maintenance-of-effort (MOE) level for California is reduced
from 80 percent of the federal fiscal year 1994 baseline expenditures for the former AFDC
program ($2.9 billion) to 75 percent ($2.7 billion). It is expected that California will continue to
meet the work participation goal in federal fiscal year 2000 and beyond.

In addition, California has received a TANF High Performance Bonus award of
$45.5 million, which has been appropriated as part of a $55.7 million TANF Block Grant reserve
to be available for unanticipated needs in any program for which TANF funds are appropriated.
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This one-time bonus is awarded to states for their successes in moving welfare recipients to work
and sustaining their participation in the workforce.

In 2000-01, California will continue to meet, but not exceed, the federally-required $2.7
billion combined State and county MOE requirement. The Budget includes total CalWORKs-
related expenditures of $7.0 billion for 2000-01, including child care transfer amounts for the
Department of Education and the TANF Block Grant reserve.

Local Governments

The primary units of local government in California are the counties, which range in
population from 1,200 in Alpine County to over 9,900,000 in Los Angeles County. Counties are
responsible for the provision of many basic services, including indigent health care, welfare, jails
and public safety in unincorporated areas. There are also 475 incorporated cities, and thousands
of special districts formed for education, utility and other services. The fiscal condition of local
governments has been constrained since “Proposition 13” was enacted by California voters in
1978. Proposition 13 reduced and limited the future growth of property taxes and limited the
ability of local governments to impose “special taxes” (those devoted to a specific purpose)
without two-thirds voter approval. Counties, in particular, have had fewer options to raise
revenues than many other local government entities, and have been required to maintain many
services.

In the aftermath of Proposition 13, the State provided aid to local governments from the
General Fund to make up some of the loss of property tax moneys, including taking over the
principal responsibility for funding K-12 schools and community colleges. During the recession
of the early 1990’s, the Legislature eliminated most of the remaining components of post-
Proposition 13 aid to local government entities other than K-14 education districts by requiring
cities and counties to transfer some of their property tax revenues to school districts. However,
the Legislature also provided additional funding sources (such as sales taxes) and reduced certain
mandates for local services. Since then the State has also provided additional funding to counties
and cities through such programs as health and welfare realignment, welfare reform, trial court
restructuring, the Citizens’ Option for Public Safety (COPS) program supporting local public
safety departments, and various other measures.

The 2000 Budget Act provides significant assistance to local governments, including a
$200 million set aside for one-time discretionary funding to local governments, $121.3 million
for the COPS program to support local front-line law enforcement, sheriffs’ departments for jail
construction and operations, and district attorneys for prosecution, $75 million for technology
funding for local law enforcement, $400 million for deferred maintenance of local streets and
roads, and hundreds of millions of dollars in assistance in the areas of mental health, social
services, environmental protection, and public safety. In addition, legislation was enacted in
1999 to provide approximately $35.8 million annual relief to cities based on 1997-98 costs of jail
booking and processing fees paid to counties.

Historically, funding for the State’s trial court system was divided between the State and
the counties. In 1997, legislation consolidated the trial court funding at the State level in order to
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streamline the operation of the courts, provide a dedicated revenue source, and relieve fiscal
pressure on the counties. Since then, the county general purpose contribution for court
operations was reduced by $386 million and cities are retaining $62 million in fine and penalty
revenue previously remitted to the State. The General Fund reimbursed the $448 million revenue
loss to the Trial Court Trust Fund.

The entire statewide welfare system has been changed in response to the change in federal
welfare law enacted in 1996 (see “Welfare Reform” above). Under the CalWORKSs program,
counties are given flexibility to develop their own plans, consistent with State law, to implement
the program and to administer many of its elements, and their costs for administrative and
supportive services are capped at the 1996-97 levels. Counties are also given financial incentives
if, at the individual county level or statewide, the CalWORKs program produces savings
associated with specified standards. Counties will still be required to provide “general
assistance” aid to certain persons who cannot obtain welfare from other programs.

State Appropriations Limit

The State is subject to an annual appropriations limit imposed by Article XIII B of the
State Constitution (the “Appropriations Limit”). The Appropriations Limit does not restrict
appropriations to pay debt service on voter-authorized bonds.

Article XIII B prohibits the State from spending “appropriations subject to limitation” in
excess of the Appropriations Limit. “Appropriations subject to limitation,” with respect to the
State, are authorizations to spend “proceeds of taxes,” which consist of tax revenues, and certain
other funds, including proceeds from regulatory licenses, user charges or other fees to the extent
that such proceeds exceed “the cost reasonably borne by that entity in providing the regulation,
product or service,” but “proceeds of taxes” exclude most state subventions to local
governments, tax refunds and some benefit payments such as unemployment insurance. No limit
is imposed on appropriations of funds which are not “proceeds of taxes,” such as reasonable user
charges or fees and certain other non-tax funds.

There are various types of appropriations excluded from the Appropriations Limit. For
example, debt service <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>